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THE POWER DESTROY 


I. December, 1959, The Arizona Republic and The Indianapolis Star (Eugene C. Pulliam, 
Publisher) presented a series of six editorials entitled “The Power To Tax is The Power To De- 
stroy.” The editorials were written in the belief that: 


1. It is not only desirable, but possible to abolish the personal income tax, which is damaging 
the economic and moral fibre of the nation; 


2. This can be done without adding new taxes or reducing the amount of money spent on 
any essential military or civilian obligation of the government; 


3. The first step toward abolishing personal income taxes is the removal from government 
ownership all corporations and properties that now compete with private enterprise; 


4. The corporation income tax can be replaced with other forms of taxation less burdensome 
to incentive, initiative and economic progress and fairer to the entire country; 


5. These objectives can be achieved within three years if Congress starts immediately. 


The six editorials were collected into a booklet which you can get by writing to The Indian- 


apolis Star, Indianapolis 6, Indiana, or to The Arizona Republic, Phoenix, Arizona. Here are ex- 
cerpts from the booklet: 


“Extensive hearings have been held . . . on reform of the income tax . . . . Most witnesses 
propose new exemptions to make the tax more ‘fair’ to certain groups. Others propose . . . ending 


all exemptions and imposing uniform lower rates .... Many suggest closing ‘loopholes’ . . . under 
which some taxpayers get special exemptions... . 
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“None of these proposals to reform the income 
tax law really gets to the root of the evils of 
income taxation . . . . It is the very principle of 
income taxation itself which is unequal, undemo- 
cratic, punitive and unfair .... 


“No progressive income tax can be fairly and 
equally applied . . . . No matter how Congress 
tries to adjust the interests of one badly treated 
group, it will end up merely by creating other 
badly treated groups or specially favored groups 


“The progressive income tax is destroying too 
much that is vital to American freedom and 
prosperity. It is destroying the ability and the 
incentive of individuals to raise capital to invest 
in new businesses employing more workers. It 
is destroying the people’s faith in the fairness and 
morality of their government. It is destroying the 
moral fiber of our people by creating inequities, 
by making Federal taxation arbitrary, unfair and 
outright dishonest. The complexity of the tax 
has made it impossible to be sure of making out a 
truly accurate return, thus destroying the con- 
fidence of the people in the government’s intent 
to treat them honestly .... 


“Bad laws produce bad men’... . The income 
tax is a bad law, a law unacceptable to honest 
people, a law that is immorally and unevenly ap- 
plied. It is violated more and more every year, 
knowingly and unknowingly. Nobody is ever sure 
exactly what it means. In 1958, the government 
published a book, Your Federal Icome Tax. It 
had 128 pages of explanation and index, and 
still its authors admitted they did not give all of 
the answers on the income tax law... . 


“Between the years 1951 and 1956 convictions 
of income tax evaders . . . more than doubled. 
Why? Because people are getting fed up with 
what they believe to be an oppressive and un- 


“Every home, every wage earner, every family 
is under the eye of the tax inspector. The bulk of 
income taxes are not paid by business. They are 
not paid by the rich. They are paid by the great 
forgotten middle class of the United States who 
earn from $4000 to $25,000 a year.... 


“People earning less than $7000 a year will pay 
two thirds of the . . . personal income taxes 
collected in 1960. People earning more than 


$7000 will pay the other third, despite their 
higher rates... .” 


“Back in 1958, a Gary (Indiana) schoolteacher 
bitterly complained because her salary was 
$3550.50 instead of $3550.00. Why didn’t she 
want to be paid the extra 50¢? Because when she 
made out her tax on the short form she dis- 
covered that extra 50¢ cost her an additional $10 
in income taxes... . 


“Congressman Wilbur Mills recently pointed 
to a case of two men, Smith and Jones, both earn- 
ing the same salaries, having the same family 


situation .. . . Smith pays $210 income taxes on 
his $8300. Jones pays $1090 income tax on his 
$8300 . .. . This is typical of the favoritism for 


special groups and the punishment for other 
groups that results from a progressive income 


“Not only does the personal income tax im- 
pose inequalities. So does the corporation in- 
come tax. Most American business pays income 
taxes on net earnings at rates up to 52 per cent. 
The people who invest money in these businesses 
have to pay personal income taxes on the part of 
the remaining 48 per cent that is distributed to 
them in the form of dividends. Thus people who 
invest in business have to pay two taxes on the 
same income — one corporation, the other per- 
sonal.... 


“Then there are businesses that pay no taxes 
at all—or very little ... . The Farmer’s Union 
Grain Terminal ... . had net earnings of $3,650,- 
000 in 1946). Thus one would think it would 
pay taxes of $1,400,000. But it paid no Federal 
income taxes! Why? Because it is a ‘co-operative.’ 


“The Red River Lumber Co. of Westwood, 
Cal., paid almost $1,000,000 in Federal income 
taxes in 1943. In 1946, it paid none! Why? It 
was bought by the giant ‘co-operative,’ the Cali- 
fornia Fruit Growers Exchange, which does 
$300,000,000 business a year... .” 


“A progressive income tax cannot be made 
equitable. It is the kind of tax that has built-in 
inequities, no matter how it is written .... The 
progressive income tax is dangerous, unfair and 
punitive. It has given the government the power 
to spend, unchecked, tremendous sums of the 
people’s money. It violates the personal privacy 
and personal liberty of every American who pays 
it. 
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“An alternative must be found.” 


“The income tax brought in 80 million dol- 
lars in its first year, 1913. In 1960, it is expected 
to produce 40 billion dollars, or 500 times as 
much as 1913. Corporation income taxes will 
produce 22 billion, 500 million dollars; excise 
taxes 9 billion dollars; and other receipts 6 bil- 
lion, 7 million dollars. 


“Thus the personal income tax has become the 
major revenue producer for the government in- 
stead of a minor factor. Consequently the cry 
of most . . . is, ‘How can we cut such an impor- 
tant tax? What will we do for revenue to run 
the government?’ .. . 


“The income tax can not only be drastically cut 
—it can be abolished, and still there will be 
enough to run the government... . 


“The most dramatic proposal for abolishing 
the income tax and replacing the lost revenues 
comes from Congressman James B. Utt of Cali- 
fornia. Last year he introduced the 23d Amend- 
ment to the Constitution (that is, a Resolution 
—H. J. R. 23 — proposing that Congress submit 
such a constitutional amendment to the states 
for ratification or rejection). 


“It would do two things. First, it would man- 
date the disposal of all Federal corporations and 
properties that compete with private business. 
Second, it would abolish the income tax. Con- 

essman Utt believes that revenues from the 
liquidated Federal corporations would make any 
new or additional tax unnecessary... . 


“The total of all . . . savings made possible by 
sale of government corporations is $39,825,000,- 
000.00 (39 billion, 825 million) .... Added to 
these savings . . . would be . . . taxes paid to the 
government by these . . . corporations after they 
become privately owned (that is: the government 
corporations which are now tax consumers would 
become tax payers after private investors buy 
them). The estimate is that they would pay an 
average of $5,100,000,000.00 (5 billion, 100 mil- 
lion) in new taxes. Add this sum to the amounts 
saved above and the total would be $44,925,000,- 
000.00 (44 billion, 925 million). That is more 
than is expected to be collected in 1960 by all 
personal income taxes put together ($40,000,000,- 
000.00 — 40 billions). 
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“So, if these estimates are correct, the 23d 
Amendment would make possible the complete 
abolition of the personal income tax and the gov- 
ernment would have nearly $5,000,000,000.00 (5 
billions) extra in the till! . .. And not one single 
fundamental service of the government would 


be affected .... 


“It is also possible to abolish the income tax 
on corporations — which the people pay anyhow 
in the higher prices they pay for the goods and 
services they buy. Business has to lay the cost of 
its taxes on the consumer if it is going to make 
a profit, pay good wages, give stockholders a fair 
return and stay in business. 


“What is the alternative to corporate income 
taxes? There are several possibilities . . . . 


“A 10 percent manufacturers sales tax, in 
1956, would have produced $13,000,000,000.00 
(13 billions) in revenue. A retail sales tax of 10 
percent would have produced $21,000,000,000.00 
(21 billions) which is almost as much as the 
entire tax expected to be collected from busi- 
ness and industry in 1960. If food and medicine 
were exempted from such a sales tax, $16,000,- 
000,000.00 (16 billions) could still have been col- 
lected. In 1960, these taxes would all produce 
even greater tax revenues than in 1956. 


“A turnover tax on business operations would 
have raised $45,000,000,000.00 (45 billions), or 
twice as much as corporate tax collections in 
1960.... 


“A ‘spending tax’ of 10 percent (a tax that is 
applied only on money people actually spend, 
and not on savings or investments) was estimated 
to produce $18,000,000,000.00 (18 billions). That 
today could replace the entire corporation in- 
come tax.... 


“We would suggest a retail sales tax that ex- 
empts food and medicine (food is the biggest 
single item of the low income man’s budget — 
except his taxes) .... 


“Another source of taxation that has not been 
considered is taxation on imports. Traditionally 
tariffs have been levied in this country to pro- 
tect domestic industries from competition abroad. 
Instead, they should now be levied to raise 
revenue.... 


“It is our belief that inheritance taxes should 
be either eliminated as a source of federal reve- 
nue or limited to at least 25 per cent. Heavy 
inheritance taxes discourage savings, and are 
thus inflationary. They make it difficult for the 
average person to provide for the future of his 
family after death. They encourage excessive 
spending since there is no reason to save for 
the future when the government takes most of 
what you save.... 


“Congress must be made to understand that 
the time has come for them to start serving the 
people of the United States and not the insatiable 
bureaucracy that has swarmed like locusts into 
Washington. 


“Do you want an increase in your paycheck of 
from 15 to 20 percent weekly? Demand that your 
Congressman work to abolish the income tax and 
you will get it .... Taxes can be cut. But the 
job is up to you!” 


AN EQUITABLE TAX 


l. the May 2, 1960, issue of this Report, 1 men- 
tioned the tax-exempt status which churches and 
foundations enjoy, and the depletion allowance 
provisions in federal tax laws for oil and other 
natural resources, as special tax privileges which 
should be eliminated. 


I anticipated protests from churches and oil 
people, but received surprisingly few. 


ae are leftwingers in Congress (like Sena- 
tors Proxmire of Wisconsin and Douglas of IIli- 
nois) who have union-boss support and who seem 
to share union-boss hatred of the oil industry. 
Their scheme for eliminating the depletion allow- 
ance provisions from federal tax laws is punitive, 
and would seriously cripple the oil industry. 


Removing the tax-exempt status of churches 
(which is what I recommend) would deal a 
deadly blow to most of the organized churches in 
America — if it were done without any other basic 
alteration in the federal tax system. 


I would be the last to recommend elimination 
of tax-exemption for churches and depletion al- 
lowance provisions for oil producers as ‘‘reforms” 
in our taxing system. That would be a certain 
means of accelerating the destruction of America 
as a strong and free nation. 


The churches and the oil industry — all special 
interests as well as individuals — need ‘tax breaks’ 
infinitely better than they now have: they should 
be freed not only from oppressive taxation, but 
from the whims and ambitions of the tax bureauc- 
racy and from the ‘blackmailing’ power (“you 
support me and I'll protect you”) which our pres- 
ent tax system gives to vote-buying politicians. 


lr you eliminated the tax-exempt status of 
churches, but left our federal tax system basically 
unchanged in other ways, you would, of course, 
dry up the major source of revenue which the 
churches now have: the tax-exempt giving of 
members and of big philanthropists. It follows, 
then, that the churches are in a real sense at the 
mercy of the makers and enforcers of federal tax 
laws, because ‘‘wrong”’ changes in those laws could 
destroy the churches. 


And if you eliminated depletion allowance pro- 
visions for natural resources, leaving our taxing 
system otherwise unaltered, you would create 
havoc in the oil industry. It follows that oil men 
also are, in a real sense, at the mercy of politicians 
and tax officials. Self interest compels them to 
support politicians who are often abhorrent to 
them in most ways — because of the importance of 
those politicians in maintaining tax laws essential 
to the survival of their industry. 


Farmers, unions, builders, manufacturers, ex- 
porters, importers, educators, bankers, transporta- 
tion firms, miners, oil producers, publishers, offi- 
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cials of local and state government, old people, 
college students — practically everybody has an 
interest in supporting the politicians and govern- 
mental policies which give him the most from the 
public treasury, or tax him the least. 


What we need is: (1) elimination of all uncon- 
stitutional functions of the federal government so 
that the total funds needed by the federal govern- 
ment will not be a burden on the people; and (2) 
a tax system which is devised for the sole purpose 
of raising revenue and which, therefore, treats all 
taxpayers exactly alike — which does not aim at 
reward or punishment for taxpayers; which does 
not aim to stimulate or restrict the economy; which 
does not give politicians and bureaucrats the power 
to determine what commodities are ‘good’ or ‘es- 
sential’ and what commodities are ‘bad’ or ‘non- 
essential’; which does not give politicians and 
bureaucrats the power to determine what busi- 
nesses or groups or individuals require special tax 
treatment. 


It is fundamentally wrong to lay heavy excise 
taxes on whiskey and tobacco and none on bread 
and milk — merely because whiskey and tobacco 
are ‘bad’ and non-essential while bread and milk 
are ‘good’ and essential. It should not be the pre- 
rogative of politicians and tax officials to deter- 
mine what is good and what is bad: this is the 
right and the responsibility of free individuals 
who do the buying. 


—_—— is absolutely necessary in a Civi- 
lized society; government costs money; the money 
must come, in one way or another, from the people. 
An ideal taxing system, therefore, would require 
each person to pay for the governmental services 
he uses — and no more. It is quite impossible, of 
course, for man to devise any system that is ideal. 
But surely we could devise a system founded on 
the ideal of equal and impartial taxation. Our 
present system is founded on the ideal of punish- 
ment and reward. 


One man owns a 100-thousand acre cattle ranch 
in Oklahoma; a hunting lodge in South Carolina; 


a summer home in Maine; a winter home in Phoe- 
nix; an office building in Dallas; a yacht on Chesa- 
peake Bay; a horse farm in Kentucky; and an 
apple orchard in Washington. His net income is 
one million dollars a year. 


Another man drives a truck in Chicago, lives in 
a furnished apartment, and owns nothing except 
a few personal items and some equity in an auto- 
mobile. His net income is $5000.00 a year. 


Does equal taxation mean that these two men 
should pay the same amount of federal tax? Obvi- 
ously not. The wealthy man “uses” considerably 
more ‘governmental services’ than the truck 
driver. He has a great deal of property which 
enjoys protection against domestic criminals and 
foreign enemies. The courts of the land protect the 
contracts essential to his various business enter- 
prises — and so on. 


San you equitably determine the amount of 
federal income tax these two men should pay by 
comparing their net incomes? One man’s net in- 
come is 200 times greater than the other man’s. 
The 5000-dollar-a-year man (with wife and two 
children) will have $405.60 withheld from his 
wages this year for federal income tax. If the 
wealthy man (also with wife and two children) 
paid 200 times that much in federal income tax, 
his tax would be $81,120.00. 


That would be more equitable than the system 
we now have. Under the present system, the man 
who makes 200 times as much as the other will pay 
2119 times as much tax: $859,640.00. 


This disproportionate tax on the wealthy man 
is justified with arguments about his ability to pay. 
Even though he does pay 2119 times more tax than 
the other man, he still has more left. This is the 
communist argument for a progressive income tax: 
“from each according to his ability, to each ac- 
cording to his need.” 


A society cannot remain free if tax laws are in 
any way discriminatory — if they are written to 
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embrace such considerations as how much a man 
will have left after federal tax collectors get their 
cut. The federal government should have no legal 
right to concern itself with the question of how 
much a man will have left after taxes. 


Indeed, the federal government should have no 
legal right to concern itself with what a man’s in- 
come is. You cannot have an equitable come tax, 
even if it is non-progressive. 


The progressive feature of our federal income 
tax system — taxing big incomes at a higher rate 
than low incomes — is the worst feature of the 
system. But suppose we removed the progressive 
feature and left the federal income tax system 
otherwise as it is. 


Then the man with a one-million-dollar-a-year 
net income would pay exactly 200 times as much 
federal income tax as the man with a 5000-a-year 
net income. 


This would be discriminatory against the low- 
income man. The truck driver’s net income is 
close to the total of his earnings. The wealthy 
man’s varied enterprises provide a multitude of 
opportunities for legal tax avoidance which a man 
on salary cannot possibly enjoy. 


A federal consumer’s tax could be equitable: a 
fixed percentage tax on all commodities and serv- 
ices, with no discrimination: whiskey taxed as 
much as milk; bread as much as tobacco. 


I am unalterably opposed to a federal con- 
sumer’s tax, or retail sales tax, as a supplementary 
tax, added to the system we now have. Indeed, I 
regard the federal sales taxes that already exist 
(federal taxes on telephone bills, travel, ‘luxury 
items’ and so on) as undesirable because they are 
discriminatory, unevenly applied. 


But if the whole income-tax and excise-tax sys- 
tem were abolished and replaced with a fixed per- 
centage consumer’s tax on all commodities and 
services, we would be nearer an ideal federal tax- 
ing system. 


Ties is no way to determine exactly how much 
a man “uses” in the way of governmental services 
and, therefore, what portion of the total cost of 
government he should pay for. But there is some 
relationship between the goods and services he 
buys and the governmental services he uses. A man 
with two cars gets twice as much protection against 
interstate car-theft gangs as a man with one car. 
A man with a yacht gets police, and weather bu- 
reau, and naval, and coast guard, and navigational 
services from government that yachtless taxpayers 
never get. A man who buys 100,000 gallons of 
gasoline each month can reasonably be presumed 
to use public streets and public roads 100 times as 
much as the man who buys 1000 gallons of gaso- 
line per month. 


Wret would a federal consumer's tax on essen- 
tial food items do to the cost of living for low- 
income people? They are precisely the ones who 
would be helped the most. They are the ones hurt 
most by the present high cost of living, caused 
largely by our present tax system. 


Let us say that you now pay 25¢ for a loaf of 
bread and 50¢ for a half gallon of milk. If a 10% 
federal consumet’s tax were imposed on top of 
those prices, it would grievously hurt low-income 
people. But what if you removed from the prices 
of bread and milk all the federal taxes now hidden 
in them and then imposed a 10% federal con- 
sumer’s tax? The prices of bread and milk would 
drop sharply. 


nie this passage from a speech by General 
Douglas MacArthur (this Report, May 9, 1960): 


“Americans will pay for government this year 
more than they will spend on food, clothing, 
medical care and religious activities combined. 


“Before you sit down to a meal, morning, noon 
or night, this is what happens: 


“The tax agent collects from the farmer who 
grew your food. He collects from the fertilizer 
companies and farm equipment manufacturers 
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who supplied the farmer. He collects rail and 
truck transportation taxes, manufacturers’ excise 
taxes, telephone taxes, property taxes, sales taxes, 
income taxes, social security taxes, gasoline taxes, 
license fees, inspection fees, permit fees; all these 
—and so many others that nobody even knows 
what they are. 


“When you buy a dozen eggs you pay at least 
one hundred tiny taxes which do not appear on 
the bill. There are 151 taxes on a loaf of bread, 
at least as many and maybe more on a pound 
of beefsteak, a box of soap, a can of beans.” 


le you removed all the hidden federal taxes, you 
would probably find that the loaf of bread costs 
15¢ instead of 25, and the half gallon of milk 
costs 30¢ instead of 50 —or less. Add the 10% 
federal consumer’s tax, and you would pay 17¢ 
for bread that now costs a quarter and 33¢ for 
milk which now costs a half a dollar. 


This would be an equitable tax, imposed on all 
alike, giving politicians and bureaucrats no oppor- 
tunity to discriminate for or against anyone — 
making no one beholden to the makers and en- 
forcers of our tax laws. It would be a visible tax: 


every person who bought anything would be aware 
of how much federal tax he is paying. It would be 
pay-as-you-go tax, without the unconstitutional, 
enforced-servitude features of the present with- 
holding system. It would eliminate the mammoth 
tax-avoidance industry which has grown on our 
present tax system until it consumes the energies 
and time and abilities of the ablest people in our 
land, deflecting their efforts away from creative 


and productive activities. It would reduce the pos- 
sibility of tax evasion, and the cost of administra- 
tion and enforcement. 


Rac every job which private enterprise pro- 
vides, an investment of about $20,000.00 must be 
made. This is not an exact figure; and it does not 
apply to many specific businesses; but it is, roughly, 
the national average: it takes an accumulation of 
$20,000 of private capital to provide one job. 


A little reflection on our population figures (ex- 
plosive increase in birth rates, longer life expect- 
ancy, declining death rates) will indicate the 
tremendous sums of private capital that are needed 
every year to provide new jobs for the millions 


WHO IS DAN SMOOT? 
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of people reaching the age of employment. 


Right at a time when we need faster and greater 
accumulations of private capital than ever before, 
our punitive tax system (sucking private funds in- 
to the voracious maw of government for activities 
which are, at best, non-productive) is making 
accumulation of investment capital increasingly 
difficult. If the present trend holds, the inevitable 
result will be declining industrial expansion, in- 
creasing unemployment, and falling living stand- 
ards — with ever-increasing pressures for govern- 
ment to take over completely and scrap our ‘de- 
cadent’ system of private capitalism in favor of 
total socialism. 


The 23rd Amendment, which Congressman 
James B. Utt has proposed, would abolish the In- 
come Tax system and compel government to 
abandon all enterprises that are in competition 
with private business. This measure, together with 
the equitable tax system suggested here in broad 
outline, would permit such an upsurge in creative 
and productive activity that our nation within a 
few years would once again have the invincible 


economic strength necessary not only to prosperity, 
but to national survival. 


CORRECTION 


[. the May 2, 1960, Report on taxes I said that 
dividends paid to holders of mutual-fund insur- 
ance policies are taxable as regular income (but 
seldom reported) under federal law. I took this 
information from a usually reliable source for in- 
formation of this kind; but it was wrong in this 
instance. Internal Revenue considers dividends 
paid on such insurance policies to be reductions 
in the cost of the policy and not, therefore, taxable 
as income. 
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